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REPLY COMMElfTS OF THE GENERAL SERVICES ADMINISTRATION
ON THE USTA IX PARTE SUBMISSION

The General Services Administration ("GSA"), on behalf of the

Federal Executive Aqencies, hereby submits its COJlDlents in response

to the cOJlDlission's Public Notice ("Notice"), DA 95-102, released

January 24, 1995. This Notice requests comments on an IX Parte

submission made by the United States Telephone Association ("USTA")

to the Commission on January 18, 1995 ("USTA Proposal").

I. INTRODUCTION

In Comments filed on May 9, 1994, and Reply Comments filed on

June 29, 1994, GSA urqed the Commission to increase the local

exchanqe carrier ("LEC") productivity offset and retain the sharinq

of excess LEC earninqs with ratepayers. Specifically, GSA
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recommended that the cOJlUllission increase the LEC productivity

offset to 5.0 percent. 1

In it. January 18, 1995, IX Part. submi••ion, USTA proposed

the adoption of a moving average productivity offset based upon the

difference between its calculation of LEC Total Factor Productivity

(IITFpII) and the TFP of the U.S. economy as measured by the Bureau

of Labor statistics. 2 "Specifica11y, USTA proposes that the 5-year

LEC TFP differential from the U.S. economy from 1988 through 1992

(2.5%) be used in the annual 1995 Price Cap Tariff Filings. 11
3 USTA

also suggests that automatic updating of the productivity factor

would obviate the need for the sharing and low end adjustment

mechanisms.

GSA strongly opposes USTA's last minute attempt to eliminate

the sharing of excess earnings. As GSA will demonstrate in these

Comments, USTA's productivity proposal would result in an offset

that is far below the appropriate level. The elimination of

sharing would prevent ratepayers from sharing in the ensuing excess

earnings.

II. The Co..i.sion Should Adopt A Moving
Productivity Offset Based Upon the
ATiT Model.

GSA would support an annual update of the productivity offset

as long as it were properly calculated for use in the price cap

lRep1y COJlUllents of GSA, p. 14.

2USTA Proposal, Attachment 1, p. 1.

3~.
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formula. The USTA approach of focusinq~ on TFP differentials

fails to .eet this requirement.

As GSA explained in its Reply Comments, the productivity

offset must compensate for 122.:tb. the productivity of LECs (as

measured by the TFP factor) And the productivity of LEC suppliers

(as measured by the chanqe in LEC input prices).4 If the

Commission were to base its productivity offset only on the qrowth

of LEC productivity, the LECs would retain the full benefits of the

increase in productivity of their suppliers. 5 Since the LECs are

not entitled in any way to such a windfall, the commission must

rej ect USTA' s proposal to use the LEC TFP differential as the

productivity offset.

Fortunately, however, the Commission has at its disposal a

model which does account for both LEC and LEC supplier

productivity. In its Comments, AT&T described a model which

directly derives the level of productivity ("X"-factor) that the

LECs have actually achieved under price regulation from January

1991 throuqh December 1993 usinq the LEC's publicly filed data. 6

This model reveals an actually achieved "X-factor" of 5.97 percent

for the composite of all seven Reqional Bell Operatinq Companies

("RBOCs") •7 A portion of this composite is the result of RBOC TFP

4Reply Comments of GSA, p. 13.

5The USTA TFP stUdy indicates that LEC input prices increased
by less than 1 percent a year from 1984 to 1992, far below the rate
of increase in the GNP-PI (Response of USTA to Ad Hoc's Motion to
Compel, Table 1).

6Comments of AT&T, Appendix B.

7,tg., Table B.1.
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growth higher than that reflected in the GNP-PI, ADd a portion is

the result of RBOC input prices lower than that reflected in the

GNP-PI.

GSA recoJlUl8nds that the Co_ission update AT&T's model for

1994 results for use in 1995 Price Cap Tariff Filings. starting in

1996, the Commission can use the model each year to calculate a

five year rolling average as proposed by USTA.

III. The co..ission Should Retain the Sharing
and Low End Adjustaent M,chani..s.

In connection with their productivity offset proposal, USTA

once again seeks to have the Commission eliminate the sharing of

excess earnings with ratepayers. 8 In its Comments, USTA stated:

In sum, by eliminating sharing, the Commission
would increase incentives for efficiency,
innovation and network investment. 9

GSA addressed this contention in its Reply Comments:

GSA finds no merit whatsoever in these arquments.
As discussed above, tbe RHCI earned oyer a billion
dollars more than their COlt of cApital in 1993.
To argue that the sharing feature of the price cap
plan has limited the incentive for LECs to invest
and become more productive is absurd in this
context. 10

In any case, the sharing and low end adjustment mechanisms

remain essential no matter what productivity offset is adopted.

The earnings levels of an individual LEC can vary greatly from year

8USTA Proposal, pp. 1-2.

9Comments of USTA, p. 50.

10Reply Comments of GSA, p. 10 (emphasis in original).
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to year for many reasons beyond the LEC' s control. Economic

changes, for exaaple, can impact different regions of the country

in disparate ways with an attendant effect on individual LEC

earnings. The sharing and low end adjustment mechanisms provide an

important safety net for both ratepayers and stockholders.

Indeed, the conversion of the LECs to digital switching and

fiber optic transport has set the stage for what may be an

unprecedented growth in LEC productivity. The LECs have the

opportunity to generate huge increases in their output in coming

years with but minor increases in inputs. The provision of Video

oialtone services alone promises to generate billions of dollars of

revenue with relatively minor incremental investments. 11

This potential for increases in productivity and earnings may

be the reason that the LECs seek to eliminate sharing. The LECs

would prefer to retain 100 percent of such windfalls. The

Commission must not allow this to happen. Ratepayers are entitled

to a fair share of the benefits of unexpectedly high productivity

by individual LEcs in any given year. The Commission must retain

the sharing and low end adjustment mechanisms as a safety net for

both ratepayers and stockholders.

llAt least as reflected in LEC 214 Applications for Video
oialtone.

5
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VII. CONCLUSION

As the agency vested with the responsibility for acquiring

telecommunications services on a competitive basis for use of the

Federal Executive Agencies, GSA urges the Commission to adopt a

moving productivity offset based upon the AT&T model and retain the

sharing and low end adjustment mechanisms.

Respectfully submitted,

EMILY C. HEWITT
General Counsel

VINCENT L. CRIVELLA
Associate General Counsel
Personal Property Division

MICHAEL J. ETTNER
Senior Assistant General Counsel
Personal Property Division

TENLEYA. CARP
Assistant General counsel
Personal Property Division

GENERAL SERVICES ADMINISTRATION
18th & F Streets, N.W., Room 4002
Washington, D.C. 20405

January 31, 1995
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